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THE WHITE HOUSE 
■» WASHINGTON 


July 30, 1985 


NOTE FOR WILLIAM J. CASEY 
FROM: ROGER B. PORTER/^^ 


The minutes of the Economic 
Policy Council for July 19, 
1985 are attached. 
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MINUTES 

ECONOMIC POLICY COUNCIL 

July 19, 1985 
3:00 p.m. 
Roosevelt Room 


Attendees : Messers. Baker, Block, Baldrige, Yeutter, Whitehead, 
Darman, Burnley, Wright, Friedersdorf , Oglesby, 
Svahn, Kingon, Porter, Naylor, Khedouri, Daniels, 
Robinson, Moore, Niehenke, Whitfield, Low and 
Stuckey. 

1 . Implementation of the President's Section 301 Citrus 
Decision “ 


Ambassador Yeutter reported on his discussions with the 
European Commission regarding the citrus and pasta disputes. 
The European Community has now agreed to reduce its subsidy 
on exports of pasta to the United States by 45 percent. The 
United States will refrain from further action in the 
subsidies code on pasta on the understanding that this is 
without prejudice to our legal interpretation of Article 9 
of the subsidies code and that we have reserved our right to 
reopen the case if the subsidy substantially increases. 

Ambassador Yeutter also reported that he and his European 
Commission counterparts have agreed to hold consultations on 
citrus with the expectation that before October 31, the 
European Community will have taken steps to provide a 
meaningful increase in market access for U.S. citrus pro- 
ducts. He explained that this approach had been discussed 
with the U.S. citrus industry and that the industry was 
satisfied with the progress that had been made. 

There was discussion on the lack of communication between 
the Office of the U.S. Trade Representative, the White 
House, and other Council members on implementation of the 
President's decision. Council members agreed that in the 
future any modification of decisions reached unanimously by 
the Council and approved by the President would need to be 
coordinated with Council members and approved before they 
were implemented. 

2 . Multifiber Arrangement Negotiations 

Ambassador Yeutter reported on the decision the United 
States faces with respect to supporting an extension, 
modification, or expiration of the Multifiber Arrangement. 
The United States is expected to communicate its position on 
this issue at the June 23 meeting of the GATT Textiles 
Committee. Ambassador Yeutter explained that our actions 
with respect to negotiations on a new Multifiber* Arrangem 
could significantly influence the textile quota legislati 
currently under discussion in the Congress. 
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Ambassador Yeutter outlined the three options developed by 
the EPC Working Group on the Multifiber Arrangement: 

(1) Allow the Multifiber Arrangement to expire and return 
textiles to the normal GATT system; 

(2) Extend the present Multifiber Arrangement; 

(3) Modify the Multifiber Arrangment. 

Ambassador Yeutter explained that the Working Group 
unanimously agreed that the United States should support 
renegotiating a modified Multifiber Arrangement. He added 
that he also recommended we accelerate the negotiations and 
put them on a fast track. 

The Council's discussion focused on the length of time it 
would take to complete an accelerated set of negotiations, 
those countries which are most likely to resist such an 
accelerated negotiation, the types of modifications the U.S. 
might seek in such a new Multifiber Arrangement, the need to 
simplify the current complicated system, and the cost to 
American consumers of the current Multifiber Arrangement. 

Decision 


The Council approved the United States agreeing to engage in 
negotiations for a new Multifiber Arrangement. The Council 
also approved the U.S. representatives to the GATT Textile 
Committee proposing accelerating the negotiations for a new 
MFA . 

The Council requested the Working Group on the Multifiber 
Arrangement to develop options for the Council's 
consideration regarding the specific parameters of the U.S. 
negotiating position and the types of modifications we would 
seek in a new MFA. 

3 . Agricultural Credit Policy 

Under Secretary Naylor reported that the Working Group on 
Agricultural Credit Policy had met frequently to consider 
what role the Federal Government should play in addressing 
the credit difficulties faced by many U.S. farmers and in 
facilitating adjustment to a more stable farm credit 
situation. He indicated that this problem tracked closely 
with the overall farm problem. In 1981 there was 
approximately $50 billion of outstanding agriculture debt. 
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By 1984 this had risen to approximately $215 billion. 

Equally important is the distribution of this debt. Just 
under 10 percent of farm operators hold approximately 45 
percent of the debt and currently are in a negative cash 
flow situation. 

He explained that this last spring when many farmers were 
experiencing great difficulty in obtaining operating credit 
we opened the flood gates with a massive increase in Farmers 
Home Administration direct lending. He added that the 
Farmers Home Administration has neither the financial 
resources nor the ability to manage the size of its current 
portfolio. From October 1 through June 19 of Fiscal Year 
1985 the Farmers Home Administration provided about $4.6 
billion in direct and guaranteed loans to farmers, a 92 
percent increase over the same period in Fiscal Year 1984. 
Direct loans made up 82 percent of the total credit pro- 
vided. He added that about 30 percent of all Farmers Home 
Administration loans, or $8.5 billion, is delinquent. 

The dramatic increase in Farmers Home exposure is due to its 
position as a lender of last resort. The Working Group was 
unanimous in its view that we must take steps to close this 
door . 

Mr. Naylor also briefly reviewed the current situation 
relating to the Cooperative Farm Credit System. The overall 
condition of the Farm Credit System is basically sound with 
between $4 and $6 billion in relatively liquid assets and 
$500 million to $1 billion of short term lines of credit. 

Notwithstanding the overall sound credit condition of the 
Farm Credit System it faces two fundamental problems. First 
the System is highly decentralized and operates on a con- 
sensus management basis. The Farm Credit System's equity is 
spread among about 900 separate entities and these entities 
are required to share looses only if there is a technical 
default. 

Second, the Farm Credit Administration, which oversees the 
Farm Credit System, lacks regulatory authority and the 
necessary enforcement powers to require acceptable credit 
standards. As a result of an increase in nonperforming 
loans, many districts within the Farm Credit System have had 
to raise their rates making them noncompetitive with many 
alternative sources of credit for farmers. This has resulted 
in many of the most credit worthy farmers leaving the Farm 
Credit System and undertaking their financial “dealings with 
other insitutions. 
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Under Secretary Naylor outlined the options for the Coun- 
cil's consideration. The first would limit farmers home 
direct lending to servicing its existing portfolio, eli- 
minate farmers home real estate lending, and authorize the 
Farmers Home Administration to guarantee new operating loans 
up to a maximum of 70 percent under existing qualification 
rules . 

The second option would also limit Farmers Home direct 
lending to servicing its existing debt. It would limit 
Farmers Home real estate lending to no more than current 
levels. It would continue Farmers Home guaranteed loans 
under existing authorities with a maximum of a 90 percent 
guarantee . 

The third option would have the same features as the first 
option, but in addition would entail considering creating a 
federally-chartered, privately-owned credit institution 
(Aggie Mae) to purchase nonperforming farm real estate and 
equipment loans from any recognized financial institution. 
This would allow the Farm Credit System and commercial banks 
to unload their nonperforming assets and permit them to 
remain a viable and competitive source of agricultural 
credit . 

Under Secretary Naylor noted that none of the options was 
particularly desirable but that action was necessary given 
the current course of Farmers Home Administration lending. 

The Working Group unanimously recommended option two, but 
agreed that additional work was warranted in exploring the 
potential of a new federally chartered agricultural credit 
insitution. Mr. Naylor indicated that option two could be 
executed administratively around September 30, 1985. 

The Council's discussion focused on the income situation in 
agriculture, the likelihood that a new federally chartered 
agriculture credit institution would become permanent and 
end up being the largest landlord in the country, the budget 
cost to the Federal government of the various alternatives, 
the position on credit issues taken by the American Farm 
Bureau and other farm organizations, and the prospects for 
continued deterioration in farm land prices and credit 
conditions during the coming year. 
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The Council also discussed the need to develop a political 
strategy to move the agricultural sector of the economy in 
market direction and the financial condition of the Farm 
Credit System. 

The Council tentatively approved option two but wished to 
discuss the options paper on the Farm Credit System being 
developed by the Working Group before making any final 
decision on the options relating to the Farmers Home 
Administration . 
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NOTE FOR WILLIAM J. CASEY 
FROM: ROGER B. PORTER 

The revised agenda and papers 
for the July 19 Meeting of the 
Economic Policy Council are 
attached . 
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THE WHITE HOUSE 

WA S H I N G TO N 

July 18, 1985 


Executive Registry 



MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL 
FROM: ROGER B. PORTER 

SUBJECT: Revised Agenda and Papers for the July 19 

Meeting 

A revised agenda and papers for the July 19 meeting of 
the Economic Policy Council are attached. The meeting is 
scheduled for 3:00 p.m. in the Roosevelt Room. 

Yesterday afternoon's Economic Policy Council meeting 
focused exclusively on economic conditions in the farm 
sector and alternative legislative approaches. We did not 
have time to discuss agricultural credit policy. Because 
of the time sensitive nature of the agricultural credit 
policy issue we will need to take it up on Friday. This 
will necessitate deferring consideration of the Common Fund 
to a future meeting. The revised agenda is as follows: 

The first agenda item concerns implementation of the 
Section 301 citrus decision. A brief paper from Ambassador 
Yeutter on the U.S.-E.C. Citrus/Pasta Disputes is attached. 

The second agenda item concerns the Multifiber Arrange- 
ment (MFA) negotiations. The Council will review the issue 
of U.S. support for extension, modification, or expiration 
of the MFA. A paper, prepared by the chairman of the EPC 
Working Group on the Multifiber Arrangement, reviewing this 
issue was distributed to Council members yesterday. Another 
copy is attached. 

The third agenda item concerns agricultural credit policy. 
The Working Group on Agricultural Credit Policy has prepared 
a paper on the role of the Federal Government in addressing 
the credit difficulties faced by many U.S. farmers and in 
facilitating adjustment to a more stable farm credit situation. 
A copy of this paper , which was distributed to Council members 
on July 15, is also attached. 


Attachments 





Sanitized Copy Approved for Release 2010/04/27 : CIA-RDP87M00539R002303820004-7 



Sanitized Copy Approved for Release 2010/04/27 : CIA-RDP87M00539R002303820004-7 

THE WHITE HOUSE 

WASH I N GTO N 


ECONOMIC POLICY COUNCIL 

July 19, 1985 
3:00 p .m. 

Roosevelt Room 

AGENDA 

1. Implementation of the President's Section 301 Citrus 
Decision 

2. Multifiber Arrangement Negotiations 

3. Agricultural Credit Policy 
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THE UNITED STATES TRADE REPRESENTATIVE 

WASHINGTON 0 C 20506 

July 17 , 1985 


MEMORANDUM 

TO: 

FROM: 

SUBJECT: 


Roger Porter 
Ambassador Yeutter 


U.S.-EC Citrus/Pa^ta^J^sputes 

Per your request, attached is an update of the 
pasta-citrus situation for discussion at the EPC 
meeting on Friday. 
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U.S. EC CITRUS/PASTA DISPUTES - AN UPDATE 


Issue 

As a result of the President's June 20 decision to take action 
against EC pasta imports in retaliation for the EC's discriminatory 
tariff treatment on U.S. citrus exports, the U.S. and EC are 
expected to work out an agreement by Friday, July 19 which may 
ultimately resolve both citrus and pasta disputes. The proposed 
U.S. -EC agreement, as it has taken shape over the last week, is 
as follows: 

With respect to pasta: 

The EC will reduce its subsidy on exports to the U.S. 
by 6 ECU's per 100 kg of pasta (approximately $.02 at 
current exchange rates which represents a 45% reduction 
from the July subsidy) and will explain the details of its 
calculation; 

The U.S. will refrain from further action in the 
Subsidies Code on pasta on the understanding that this is 
without prejudice to our legal interpretation of Art. 9 
of the Subsidies Code (which prohibits such export subsidies) 
and that the U.S. has reserved its right to re-open this 
case if the subsidy substantially increases; 

- With respect to citrus: 

The U.S. and EC agree to suspend their respective 
actions on pasta, and walnuts and lemons until October 31; 
in the interim we will hold consultations on citrus. Our 
expectation is that before October 31 the EC will have 
taken steps to provide a meaningful increase in market 
access for U.S. citrus; 

If citrus is satisfactorily resolved, the pasta (and 
the EC's lemon and walnut) duty increase would be terminated. 


Background 


On June 20 the President exercised his authority under Sec. 301 
of the Trade Act of 1974 to increase duties on pasta imports 
from the EC as a response to the EC's discriminatory tariff 
treatment of U.S. citrus exports. The higher pasta duties were 
to take effect on July 6. On June 27 the EC announced that it 
would retaliate against the U.S. by increasing duties on lemon 
and walnut imports from the U.S. However, on July 5, EC 
officials informed the USTR that the EC was prepared to reduce 
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both the subsidy on pasta exports to the U.S. and the MFN rate 
of duty on citrus imports as a means of resolving these disputes. 
The EC needed more time to provide details on the pasta subsidy 
reduction. Therefore, USTR, after consulting with Customs, 
agreed to give the EC a grace period to develop its pasta proposal. 
The proposal as it was eventually worked out is described above. 
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OFFICE OF THE UNITED STATES 
TRADE REPRESENTATIVE 

EXECUTIVE OFFICE OF THE PRESIDENT 
WASHINGTON 
20506 


July 11, 1985 


MEMORANDUM 


TO: 


FROM: 


Roger B. Porter 

Executive Secretary, Economic Policy Council 


Ambassador Richard H. 


Imus 


SUBJECT: Economic Policy Council Working Group on the Multifiber 

Arrangement 


In response to your memorandum of July 5, I am attaching the 
options paper you requested. The paper was discussed with members 
of the Working Group on the MFA and all support Option C. Ambassador 
Yeutter has also read and cleared this paper. 

Attachment 
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OPTIONS PAPER POR MEMBERS OF THE ECONOMIC POLICY COUNCIL 


FROM: AMBASSADOR RICHARD H. IMUS, CHAIRMAN 

ECONOMIC POLICY GROUP ON THE MULTIFIBER ARRANGEMENT 


Issue For .Decision 

Should the U.S. support extension, modification or expiration 
of the Multifiber Arrangement at the July 23, 1985 meeting of 
the GATT Textiles Committee. 


I. Background 

The Issue 

The current Multifiber Agreement {MFA III) expires on July 
31, 1986. The MFA provides that one year prior to the expiration 
participants shall meet to decide whether the MFA should be 
"extended, modified, or discontinued." A meeting of the GATT 
Textile Committee has therefore been called for July 23, 1985. 
It is important to note that this meeting is not for the purpose 
of negotiating a new MFA but to determine, whether the MFA should 
be allowed to expire next year or whether negotiations for extension 
or modification should begin. In the latter case, negotiations 
will begin this fall. 

Country Attitudes 

a) Exporters . Officially, the developing countries (textile 
apparel exporters) have called for termination of the MFA and 
return of textile and apparel trade to the general procedures 
of the GATT. Privately, some LDC exporters have told us that 
they would favor continuation of the MFA, providing it did not 
overly restrict their export opportunities. In short, the exporters 
are divided. 

b) European Community . Slow economic growth and weak 
currencies have held down European imports during this MFA. 
The Community seems satisfied that the present MFA and its bilateral 
agreements are sufficient. Therefore, the EC basically favors 
an extension of the present arrangement probably with liberaliza- 
tion. Imports are again growing in Europe, however, and in 
time we may see the EEC more concerned about this issue than 
they are now. 

c) Canada . The Canadians have experienced the same import 
surges as we. They, therefore, will press for a tighter MFA 
to give them more authority to take more restrictive action 
in the future. 
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d) Japan . Japan is a member of the MFA but imposes no 
formal import restraints. Problems are growing, however, with 
imports from China, Korea, and Pakistan. Japan will probably 
follow our lead but will not be of much real support in the 
negotiating process. 

II. O ptions 

(A) Allow the MFA to expi re and return textiles to the 
normal GATT system. 

Pros 

1) Would please the LDCs and contribute to a more favorable 
atmosphere for the new round negotiations. 

2) Would be a strong statement by the Administration for 
more open trade. 

Cons 

1) The Administration would take enormous criticism domes- 
tically. 

2) We would give impetus to the textile/apparel quota 

bill. 

3) To continue any level of protection for the domestic 
industry we would have to use normal procedures of GATT Article 
19. This is a more complex and difficult process. 

(b) Extend the, prese nt M F A 

Pros 

1) This would be the easiest course to accomplish. It 
would put us and the EC together. Most LDC's, while unhappy 
with the present MFA, could live with it. 

2) The trade knows this system and can live with it. 

3) The present MFA is vague enough to allow us to negotiate 
quite stringent agreements should we decide upon that course. 

Cons 

1) Domestic industry feels the present MFA offers inade- 
quate protection. They would strongly oppose a simple extension. 


2) The present system has been a constant source of bilateral 
conflict. This would continue. 
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(C) Modify t he MFA 

Pros 

1) We may be able by careful balancing to deal with the 
concerns of our own industry and some of those of the LDCs. 

2) The present MFA and its predecessor agreements have 
continued essentially unchanged for over 20 years. The terms 
and conditions of the MFA thus reflect the patterns of world 
trade of the past not the present. 

3) Would provide strong leverage in the Administration's 
opposition to protectionist legislative proposals. 

4) Would provide an opportunity to close some of the loopholes 
of the present Arrangement. 

Cons 

1) Everyone wants their own changes to the MFA. Once 
we start the process of revision the negotiations will be long 
and arduous. There is a real possibility no agreement will 
be reached. 

2) Revision could well mean a more protectionist position 
for the U.S. than present MFA (though less protectionist than 
present legislative proposals) . We could, therefore jeopardize 
the New Round and other trade liberalizing efforts. 

Recommendation 

The EPC Working Group unanimously agrees that Option C 
is the course for the U.S. to pursue. While we need some additional 
time to develop specific recommendations for the actual negotiations 
in the fall, we should go on record in Geneva on July 23 

calling for a new MFA to replace the existing accord 

stating the problems our industry has faced under the 

present Arrangement. 

calling upon our trading partners to cooperate in solving 

these problems. 

assuring exporting nations that we will be willing 

to negotiate issues with which they are concerned. 

Given the urgency of this issue we will work toward convening 
formal negotiations this fall. We will also try to convince 
our trading partners that it is in everyone's interest to handle 
the negotiations expeditiously. 


Sanitized Copy Approved for Release 2010/04/27 : CIA-RDP87M00539R002303820004-7 


Sanitized Copy Approved for Release 2010/04/27 : CIA-RDP87M00539R002303820004-7 


- 4 - 


Following the July 23 meeting, the EPC Working Group will 
its present analysis of basic facts and develop policy 
for presentation to the EPC shortly after Labor Day. 


complete 

options 
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THE WHITE HOUSE 

WA S H I N G T O N 

July 15, 1985 


MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL 

PROM: THE WORKING GROUP ON AGRICULTURAL CREDIT POLICY 

SUBJECT: Agricultural Credit Policv: 

Farmers Home Administration 


Issue : What role should the Federal Government play in 

addressing the credit difficulties faced by many U.S. 
farmers and in facilitating adjustment to a more stable 
farm credit situation? If Federal intervention is 
needed, in what form should it be provided? 

This memorandum reviews the origins of the agricultural 
credit problem, the sources of agricultural credit, and the 
actions taken by the Administration thus far to address the 
agricultural credit problem. It focuses on the specific issue of 
how the Federal Government should address its increasing direct 
exposure to the agricultural credit problem through the Farmers 
Home Administration. A second memorandum will address the issue 
of how the Federal Government should address the problems of the 
Farm Credit System. 

Origins of the Agricultural Credit Problem 

The farm sector is now undergoing a necessary correction to 
the extraordinary agricultural boom of the mid- and late-1970's. 
In the 1970's, overall demand for U.S. farm products grew 
rapidly, with export markets expanding dramatically. Increased 
demand, rising productivity, and declining labor inputs caused 
^-"^^1 income from assets to rise sharply. In response to these 
incentives, augmented by government farm support programs, the 
tax code, and negative real interest rates, capital investment in 
agriculture increased and land values were bid up. Debt rose 
about as fast as the increase in assets. An increasing share of 
debt was provided by the Federal Government and the Farm Credit 
System (FCS) , which played a major role in financing land 
speculation. 

In the 1980 s, the annual growth of demand slowed to only 1 
for some commodities and actually declined for others. 

The appreciation of the dollar and the slowdown in economic 
growth abroad slashed exports. The relative decline in demand, 
combined with several bumper crop years, undermined farm prices 
High interest rates over the last six years also reduced income! 
The less profitable outlook for farming, high real interest 
rates, and reduced inflationary expectations, pulled down farm 
land prices and assets while debt rose, squeezing farm equity. 
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Field crop and livestock operators in the Corn Belt, Lake 
States, and Southern Plains are facing the greatest financial 
difficulties. As of January 1985, 9.9 percent of all farmers had 
debt-to-asset ratios over 40 percent and negative cash flow; 
these farmers owed 45.3 percent of all farm debt. 


Sources of Agricultural Credit 


The distribution of agricultural debt at the end of 1984 was 
as follows. 


$ 

Billions 

% of Total 

%Change 
from 1983 

Farm Credit System 

67.9 

31.9 

-1.6 

Commercial Banks 

49.9 

23.4 

3.2 

Individuals and others 

48.1 

22.6 

-6.2 

Farmers Home Administration 

25 . 7 

12.1 

7.0 

Life Insurance Companies 

12.4 

5.8 

-2.1 

Commodity Credit Corporation 

8.9 

4.2 

-17.7 

Total 

212.9 

100.0 

-1.5 

Farmers Home Administration (FmHA) . 

The financial problems 


of the farm sector are adversely affecting the FmHA. From 
October 1 through June 19 of FY 1985, FmHA provided about 
$4.6 billion in direct and guaranteed loans to farmers — a 
92 percent increase over the same period in FY 1984. Direct 
loans made up 82 percent of the total credit provided. Most of 
the lending is to new borrowers. About 30 percent of all FmHA 
loans, or $8.5 billion, is delinquent. The higher lending in 
1985 has increased the loss exposure on these loans. 


The dramatic increase in FmHA exposure is due to its 
position as a "lender of last resort." The FCS and commercial 
banks are turning away many borrowers and directing them to the 
FmHA for their operating loans. Although these operating loans 
are not provided for real estate purposes, they enable the 
borrower to service his or her existing real estate debt. These 
loans have become de facto entitlements, which the FmHA virtually 
cannot foreclose. 


Given current policy, the existence of the FmHA inhibits the 
restructuring of the farm sector, which further depresses land 
values and forces more borrowers out of the FCS and banks and 
into the FmHA. 


A brief description of agricultural lending by the other two 
major lending groups experiencing difficulty — commercial banks 
and the FCS — is attached. 
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Actions Taken 


In response to rising concerns about the deteriorating 
conditions in farm finances and the adequacy of operating credit, 
the Administration initiated in September 1984 a series of 
actions to provide adequate crop loans for 1985. These 
initiatives, along with greater credit from commercial banks and 
private individuals, resulted in all but about 5 percent of 
farmers obtaining operating credit for the current year — 
instead of the 15 percent or higher shortfall predicted at the 
beginning of the lending season. 

In February 1985, the Administration made a commitment to 
increase significantly short-term FmHA direct lending. The 
agency currently projects $4.25 billion will be lent directly by 
the end of FY 1985, compared with the $2.57 billion planned in 
the budget. The guaranteed lending program, after a slow 
start-up, should commit $1.1 billion by the end of FY 1985, 
compared with the $700 million planned in the budget. 

The Agricultural Credit Problem 

The fundamental problems now faced by farmers, and therefore 
by lenders to farmers, derive in large part from the farm subsidy 
system that has existed for the last 50 years, in which the 
government, rather than market forces, basically determine 
income. This has resulted in a severe demand-supply imbalance, 
which is the basic root of the problems faced by farmers, 
including agricultural credit. Consequently, a fundamental 
reform of farm policy directed at a market-oriented program is 
necessary to address the basic problems faced by farmers, as well 
as the agricultural credit problem. 

The core of the agricultural credit problem is that there 
are substantial amounts of loan losses that will eventually have 
to be realized. The basic issue is who will absorb the losses — 
private lenders or taxpayers through the Federal Government. 

The Administration has several objectives in addressing the 
agricultural credit problem: 

o It should establish a framework in which the flow of credit 
into the agricultural sector eventually conforms more 
closely with the market allocation of credit. 

o It should minimize the short- and long-term budget costs of 
any solution. 

o It should ensure that any credit solution is consistent with 
our overall agricultural policy. 
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Without policy changes, the agricultural credit problem will 
deteriorate rapidly in the next several months. The 
deteriorating credit conditions will adversely affect the FmHA 
particularly as more borrowers are forced to turn to it for 
credit. The potentially large demand for FmHA credit would 
undermine the Administration's efforts to reduce Federal 
spending . 

Farmers Home Administration Options 

Option 1 : Limit FmHA direct lending to servicing its existing 

portfolio. Eliminate FmHA real estate lending. 
Authorize FmHA to guarantee new operating loans up to 
a maximum of 70 percent under existing qualification 
rules . 


Advantages 

o Closing the FmHA direct credit window and ending real 
estate loans minimizes Federal budget outlays which have 
grown at unprecedented rates. 

o Having the commercial market bear a significant portion of 
the risk on guaranteed loans helps insure the viability of 
these loans . 

o This reorientation of FmHA would promote the transition of 
unproductive resources out of agriculture and close down 
the de facto entitlement for all farmers rejected 
elsewhere in the credit system. 

Disadvantages 

o Since this option would curtail loan activity more 

marginal farmers would have to liquidate their assets, 
hastening an already rapid decline in asset values. 

o Agricultural interests would strongly oppose this 

reorientation since it would effectively limit the flow of 
credit, particularly for real estate lending. Currently 
roughly 12 percent of FmHA loans are for real estate. 

o Farm income would decline further in the short run. 

Option 2 : Limit FmHA direct lending to servicing its existing 

portfolio . Limit FmHA real estate lending to no more 
than current levels. Continue FmHA guaranteed loans 
under existing authorities (maximum of 90 percent 
guarantee) under existing qualification rules. 
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Advantages 

o Closing the direct credit window at FmHA eases the 
short-run pressure on budget outlays. 

o Eases the adjustment for farmers by promoting a slower 
transfer of unproductive resources out of agriculture. 

o This approach could be implemented through regulations and 
would not require congressional acquiescence. 

Disadvantages 

o Absorbing most of the risk on guaranteed loans promotes 
lower quality loans by commercial lenders, significantly 
increasing the ultimate Federal budget exposure. 

o Continuing FmHA activity in a deteriorating land market 
enhances the possibility of long-term budget outlays for 
defaulted real estate loans. 

o Some agricultural committee members may feel that the 

Administration has exceeded its regulatory discretion and 
move to block these changes through legislation. 

Option 3 : Limit FmHA direct lending to servicing its existing 

portfolio. Eliminate FmHA real estate lending. 
Authorize FmHA to guarantee new operating loans up to 
a maximum of 70 percent under existing qualificati on 
rules. " 

Consider creating a Federally-chartered, privately- 
owned credit institution (Aggie Mae) to purchase 
nonperforminq farm real estate and equipment loans 
from any recognized financial institution. 

Financial institutions (Farm Credit System, commercial banks, 
etc.) holding nonperforming real estate or equipment loans would 
obtain voluntary or forced liquidations. After foreclosure, the 
collateral would be sold on a discounted basis to Aggie Mae, 
which would be authorized to hold and manage the real estate or 
equipment for a period of from five to ten years. 

The corporation would be authorized to lease the land or 
equipment to any qualified operator, including the current one, 
if qualified. It would use the proceeds to pay interest and 
principal on its securities. Aggie Mae, at its discretion, could 
dispose of land or equipment with the lessee retaining the right 
first refusal at the time the holding was offered for sale. 

The potential cost to the Federal Government would be limited to 
the proportion of the Aggie Mae securities it guarantees, 
depending on economic conditions five to ten years out. 
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Advantages 

o Agreeing to the creation of Aggie Mae could help achieve 
the needed reorientation of FmHA. 

o Closing the FmHA direct credit window and ending real 
estate loans would reduce near-term budget outlays. 

o By allowing the Farm Credit System and commercial banks to 
unload their nonperforming assets, it would permit them to 
remain a viable and competitive source of agricultural 
credit. 

Disadvantages 

o Creating Aggie Mae would inhibit the necessary 

restructuring of the farm sector by providing subsidized 
credit. It does not address the oversupply problem 
because it keeps land in production and may exacerbate it 
if the rents charged are forced below market due to 
political pressures. 

o Creating Aggie Mae would establish a precedent for other 
troubled lenders, such as thrift institutions, to seek a 
similar dumping ground for problem loans. 

o Creating Aggie Mae could result in a permanent 

Federally-chartered entity to manage and rent real estate 
and farm equipment. 


Attachment 
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APPENDIX 


Commercial Banks , At the end of 1984, about 5.1 percent, or 
$2 billion, of all commercial bank farm production loans were 
nonperforming, compared with 3.9 percent a year earlier. 

However, a significant proportion of nonperforming loans are held 
by money center banks. The number of rural agricultural bank 
failures has increased substantially during the current year, and 
the Federal Deposit Insurance Corporation (FDIC) expects over 50 
agricultural banks to fail by year end -- just over half of all 
expected bank failures. With declines in land values continuing, 
many operating and real estate loans are becoming 

undercollateralized. Because most of the banks failing are very 
small, they have little impact on the banking system. 

Cooperative Farm Credit System (FCS) . The FCS was 
originally created as a government-sponsored enterprise. The FCS 
is able to borrow at about 5-20 basis points above Treasury 
securities because the market believes its securities are backed 
by the Federal Government, even though there is no explicit 
guarantee . 

The overall condition of the FCS is basically sound. Of the 
$13 billion in stock, retained earnings, and loss allowances, the 
FCS has $4 billion to $6 billion in relatively liquid assets and 
also holds about $500 million to $1 billion of short-term lines 
of credit. 

Notwithstanding the overall sound condition of the FCS, 
several elements of the system are facing severe financial 
difficulties. Several problem districts, particularly the Omaha 
district (including Nebraska, South Dakota, Iowa, and Wyoming), 
may require a total of about $1.8 billion within 60-90 days to 
stabilize their competitive position. 

The fundamental problems faced by the FCS are twofold. 

First, the system is highly decentralized and operates on a 
consensus management basis. Because the FCS ' s equity is 
spread among about 900 separate entities and these entities are 
required to share losses only if there is a technical default, 
districts requiring additional equity in order to stabilize 
operations cannot easily draw on the reserves of other districts. 
Second, the Farm Credit Administration, which oversees the FCS, 
lacks regulatory authority and the necessary enforcement powers 
to require acceptable credit standards. 
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THE WHITE HOUSE 

WASH INGTON 

July 17, 1985 


Executive Registry 


85- 




as#. 


MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL 
FROM: ROGER B. PORTER/^#^ 

SUBJECT: Agenda and Papers for the July 19 Meeting 

The agenda and papers for the July 19 meeting of the 
Economic Policy Council are attached. The meeting is scheduled 
for 3:00 p.ra. in the Roosevelt Room. 

The first agenda item concerns the Section 301 citrus 
petition. Following the President's decision to respond to 
European Community discrimination against U.S. citrus exports. 
Ambassador Yeutter has held extensive discussions with his 
European Community counterparts to seek a successful resolu- 
tion. Ambassador Yeutter will report on his discussions and 
his implementation of the President's decision. 

The second agenda item concerns the Multifiber Arrange- 
ment (MFA) negotiations. The Council will review the issue 
of U.S. support for extension, modification, or expiration 
of the MFA. The GATT Textiles Committee will meet on July 23 
in Geneva to discuss whether the MFA should be allowed to 
expire or negotiations for an extension or modified MFA 
should begin. A paper, prepared by the chairman of the 
EPC Working Group on the Multifiber Arrangement, reviewing 
this issue is attached. 

The third agenda item concerns the Common Fund. The 
Council considered at its July 2 meeting whether the U.S. 
should ratify the Common Fund Agreement, which would facili- 
tate the financing of commodity price stabilization agreements. 
The Council will review this issue again. The paper, prepared 
by the Department of the Treasury on this issue, originally 
circulated for the July 2 meeting, is also attached. 


Attachments 
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THE WHITE HOUSE 

WASH INGTON 


ECONOMIC POLICY COUNCIL 

July 19, 1985 
3:00 p.m. 

Roosevelt Room 

AGENDA 

1. Implementation of the Presidents Section 301 Citrus 
Decision 

2. Multifiber Arrangement Negotiations 

3. The Common Fund 
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OFFICE OF THE UNITED STATES 
TRADE REPRESENTATIVE 
EXECUTIVE OFFICE OF THE PRESIDENT 
WASHINGTON 
20506 


July Ilf 1985 


MEMORANDUM 


TO: 


PROM: 


Roger B, Porter 

Executive Secretary/ Economic Policy Council 


Ambassador Richard H. 


Imus 




SUBJECT; Economic Policy Council Working Group on the Multifiber 
Arrangement 


In response to your memorandum of July 5 , I am attaching the 
options paper you requested* The paper was discussed with members 
of the Working Group on the MFA and all support Option C. Ambassador 
Yeutter has also read and cleared this paper. 

Attachment 
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OPT I OKS PAPER FOR MEMBERS OF THE BCOHOHIC POLICY COUBCIL 

FROM: AMBASSADOR RICHARD H. IMUS, CHAIRMAN 

ECONOMIC POLICY GROUP ON THE MULTIFIBER ARRANGEMENT 


Issue For Decision 

Should the U.S. support extension, modification or expiration 
of the Multifiber Arrangement at the July 23, 1985 meeting of 
the GATT Textiles Committee. 


I. Background 

The Issue 

The current Multifiber Agreement (MFA III) expires on July 
31, 1986. The MFA provides that one year prior to the expiration 
participants shall meet to decide whether the MFA should be 
"extended, modified, or discontinued." A meeting of the GATT 
Textile Committee has therefore been called for July 23, 1985. 
It is important to note that this meeting is not for the purpose 
of negotiating a new MFA but to determine, whether the MFA should 
be allowed to expire next year or whether negotiations for extension 
or modification should begin. In the latter case, negotiations 
will begin this fall. 

Country Attitudes 

a) Exporters . Officially, the developing countries (textile 
apparel exporters) have called for termination of the MFA and 
return of textile and apparel trade to the general procedures 
of the GATT. Privately, some LDC exporters have told us that 
they would favor continuation of the MFA, providing it did not 
overly restrict their export opportunities. In short, the exporters 
are divided. 

b) European Community . Slow economic growth and weak 
currencies have held down European imports during this MFA. 
The Community seems satisfied that the present MFA and its bilateral 
agreements are sufficient. Therefore, the EC basically favors 
an extension of the present arrangement probably with liberaliza- 
tion. Imports are again growing in Europe, however, and in 
time we may see the EEC more concerned about this issue than 
they are now. 

c) Canada . The Canadians have experienced the same import 
surges as we. They, therefore, will press for a tighter MFA 
to give them more authority to take more restrictive action 
in the future. 
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d) Japan . Japan is a member of the MFA but imposes no 
formal import restraints. Problems are growing, however, with 
imports from China, Korea, and Pakistan. Japan will probably 
follow our lead but will not be of much real support in the 
negotiating process. 

II . Options 

(A) Allow the MFA to expire and return textiles to the 

normal GATT system. 

Pros 

1) Would please the LDCs and contribute to a more favorable 
atmosphere for the new round negotiations. 

2) Would be a strong statement by the Administration for 
more open trade. 

1) The Administration would take enormous criticism domes- 
tically. 

2) We would give impetus to the textile/apparel quota 

bill. 

3) To continue any level of protection for the domestic 
industry we would have to use normal procedures of GATT Article 
19. This is a more complex and difficult process. 

(B) Extend the present MFA 
Peps 

1) This would be the easiest course to accomplish. It 
would put us and the EC together. Most LDC's, while unhappy 
with the present MFA, could live with it. 

2} The trade knows this system and can live with it. 

3) The present MFA is vague enough to allow us to negotiate 
quite stringent agreements should we decide upon that course. 

Cana 

1) Domestic industry feels the present MFA offers inade- 
quate protection. They would strongly oppose a simple extension. 


2) The present system has been a constant source of bilateral 
conflict. This would continue. 
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(C) Modify the MFA 
Pros 

1) We may be able by careful balancing to deal with the 
concerns of our own industry and some of those of the LDCs. 

2) The present MPA and its predecessor agreements have 
continued essentially unchanged for over 20 years. The terms 
and conditions of the MFA thus reflect the patterns of world 
trade of the past not the present. 

3) Would provide strong leverage in the Administration’s 
opposition to protectionist legislative proposals. 

4) Would provide an opportunity to close some of the loopholes 
of the present Arrangement. 

Cons 

1) Everyone wants their own changes to the MFA. Once 
we start the process of revision the negotiations will be long 
and arduous. There is a real possibility no agreement will 
be reached. 

2) Revision could well mean a more protectionist position 
for the U.S. than present MFA (though less protectionist than 
present legislative proposals) • We could, therefore jeopardize 
the New Round and other trade liberalizing efforts. 

Recommendation 

The EPC Working Group unanimously agrees that Option C 
is the course for the O.S. to pursue. While we need some additional 
time to develop specific recommendations for the actual negotiations 
in the fall, we should go on record in Geneva on July 23 

calling for a new MFA to replace the existing accord 

stating the problems our industry has faced under the 

present Arrangement. 

calling upon our trading partners to cooperate in solving 

these problems. 

assuring exporting nations that we will be willing 

to negotiate issues with which they are concerned. 

Given the urgency of this issue we will work toward convening 
formal negotiations this fall. We will also try to convince 
our trading partners that it is in everyone’s interest to handle 
the negotiations expeditiously. 
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Following the July 23 meeting, the EPC Working Group will complete 
its present analysis of basic facts and develop policy options 
for presentation to the EPC shortly after Labor Day. 
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COMMON FUND 


Issue 


Should the United States ratify the Common Fund ? 

It is time for the United States to make a definitive deci- 
sion on the Common Fund and put the issue behind us. The issue 
is coming to the fore because of diplomatic pressure on the 
United States to ratify. The pressure is occasioned by the fact 
that ratifications have reached the point where U.S, ratification 
(and expected ratifications following our lead) would be sufficient 
to bring the Common Fund into force. However, to ratify, the 
United States would have to jettison a precondition we have 
insisted on for the last four years and to overcome philosophical 
aversion and practical doubts about the Common Fund. 

U. S. position 

The U.S. position has been that we would consider taking 
steps to ratify the Common Fund Agreement when several eligible 
commodity agreements are prepared to associate with the Common 
Fund. This consistent U.S. position is based on the premise that 
the Common Fund makes no sense without commodity agreements able 
to associate with it. The United States has declined to pledge 
resources to the Second Window of the Fund, and our position is 
not affected by arguments that the Second Window should be allowed 
to operate even if the First Window never does. The United 
States has also rejected the notion that we should ratify because 
other countries have. 


Provisions of the Common Fund 

The ideas motivating the Common Fund are that price- 
stabilizing commodity agreements are desirable and that commodity 
organizations can borrow more cheaply as a group (from one another 
and commercially) than as individual entities. 

The Common Fund's intent then is to facilitate the financing 
of price-stabilizing buffer stock agreements and to help mobilize 
funding of "other measures" to improve the market position of 
commodities. To this end, the Common Fund's First Window is 

tC> lend ra ° ney to the ^ffer-stock operations of associated 
commodity agreements. The source of the funds would be pooled 
assets of associated agreements and funds borrowed commercially. 

The fund's Second Window would finance commodity projects 
aimed at improving structural conditions in commodity markets 
and at enhancing the competitiveness of commodities. 
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Entry-into-f orce requires ratification by 90 countries 
accounting for two-thirds of S470 million of direct contri- 
butions (to be used as collateral to secure commercial 

and 50 percent of $280 million of voluntary 
contributions to the Second Window. 

Current situation 

As of the end of June, 85 countries had ratified the Common 
fund accounting for 51 percent of direct contributions. The 
^ 0nd TK ln ?°“ requirement for entry into force has already been 
Jk* ^ st ^ eadllne Eor entry into force was January 1, 

1984; this deadline was not met but it has been extended 
ae t ac to . 

The United States has a 15.7 percent share of direct 

the*" two- thirds th ati H i< ? ati °a b V he United SCates would complete 
the two-thirds threshold and sufficient ratifications to reach 

We st^Ge rma n v ?° W ° Uld f ° Uow in the wake ° E U.S. ratification. 
West Germany is expected to announce its ratification soon 

^?i?i^ e ^ maJ ° r H COUntrieS ' ° niy the Soviet Union has not* 
ratifv max. do so soon; if other communist countries also 

Uni ted 'state s?™™ 0 " ^ C ° Uld int ° f ° rCe without 


Meanwhile, contentious issues over voting and rules for 
Second Window financing are in abeyance until^it is known 
whether the fund will enter into force. The voting question 
revolves around LDCs • insistence that their bloc have effective 
voting control of the organization under all circumstances 
This would require further decoupling of financial ^ contrtbu- 

inst i tutionT 0teS * 3 hlghly undeslrable feature in a financial 
H is tory 

Internationa? h?.* C ° mn ’° n - Und haS been a ma J or feature of 

: a s i n< ? about i974 - At that time th « 

r -"5 '^,rrrl£™ 

keot UD ?he ? need an a use£ulness - But developing countries 
kept up the pressure and negotiations began in 1977 These 

negotiations led to formal "Articles of Lreement for the 

^TTWmo * "si nee ? h 98 °- The United States si 9" ad the arti- 

as the u NC TAD Se ere tar iVt' putted? ““ErjTnto* ToUl* 'IVTnT' 

cou nt r ie s * ha shaded ln terest d major industrial ’ 

at f irs? urged ?f??fi?at?oi b C ? d SUmmit communiques which 

of us als? wish ?“a? ti 5a?i’t?e at L °" siraply stat * d "some 

to activate the common fund for commodities." 
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Commodity agreements 

Currently there are only three agreements which have buffer 
stocks and which are thereby eligible to associate with the 
Common Fund, if it enters into force. These are international 
commodity agreements for cocoa, natural rubber, and tin. (The 
coffee agreement, the wheat agreement, and the new sugar agreement 
do not qualify since they have no internationally controlled 
stocks.) All three of the potentially eligible agreements would 
require significant modification to meet requirements for association 
with the Common Fund. Although the agreements have provisions to 
enable them to associate with the Fund, none have started the 
process. 

Options 

1 ) Ratify 

US ratification would be well received by the Group of 77 
and some of our OECD allies. It would eliminate the United 
States as an obstacle to entry into force, and thereby to LDC 
access to resources pledged to the Second Window by other countries. 
The cost is not large, 574 million, $25 million paid in. But it 
would require the United States to abandon its present position 
that there first be commodity agreements able to associate with 
the Fund. There are no clear economic benefits to the United 
States other than small potential savings for our membership in 
the rubber agreement if it associates (we are not members of 
either the cocoa or tin agreement). And the Fund might foster new 
commodity agreements which this Administration dislikes and would 
bring into operation another concessional aid institution (the 
Second Window). Moreover, in ratifying the Common Fund, the 
United States would accept a voting structure, bad in itself, and 
inimical to our interests in other financial institutions. 

2 ) Reject ratification 

Would subject us to considerable political heat, because the 
United States has abandoned a principal prop of the north-south 
dialogue. The Fund could come into being without the United 
States, providing a propaganda windfall for the Soviet Union 
which could claim credit. However, that would avoid U.S. coopera- 
tion in bringing into force an institution which goes against 
U.S. commodity policy and against U.S. policy on additional 
concessional finance. Also, it would avoid encouraging the belief 
that given enough time and pressure the United States is prepared 
to accede to questionable economic ventures. 

3 ) Don't change present position 

It is sensible to insist that the Common Fund have something 
to finance before agreeing to it. It leaves the .door open to 
eventual ratification. Other countries wou l d .g o n t i nue to pressure 
us to ratify. The Common Fund is unpalatabilfin principle and of 
little or no use in practice and it is time to remove it from our 
agenda by announcing we will not ratify. 
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